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Tennessee’s New Fiscal Strategy

• Elected to run government like a business, guarantee 
fiscal house is in order
– As a former CEO, I’m uniquely suited to the challenge

• We’re headed in the right direction
– First four months focused almost singularly on imposing new 

standard of fiscal discipline, responsibility 
– Working to bring new management principles to bear on the 

running of state government
– Tackling impediments to financial success head-on (i.e. 

TennCare, court orders, etc.)

• Ultimately the goal is very straightforward:
– Get Tennessee on sound fiscal footing
– Instill confidence in long-term financial stability
– Get the “talk” right about Tennessee again
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Blueprint for Fiscal Stability

(1) Balanced, responsible budgets that  
get state spending in line with available revenues
– For the time being, the public has clearly stated its desire for

smaller government, no new taxes. Tennessee must learn to live 
and operate successfully within those confines.

(2) Insist on highest possible standards of 
fiscal responsibility
– Conservative revenue projections
– Protect, rebuild reserves
– Spending restraint
– Conservative approach to issues like the lottery to protect against 

the creation of unfundable entitlements
– Where there is new spending, calibrated investment strategy 

(emphasis on education, economic development, safety)
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Blueprint for Fiscal Stability

(3) Get TennCare under control
– Program innovative, but broken. For state’s long-term economic 

success, costs must be brought under control
– Needs more than tinkering around the edges – requires 

fundamental restructuring
– Four step turn-around process underway:

Status 
 

Next Steps 

COMPLETED Step 1: Get relief from federal government. 
• Negotiated changes waiver to remove hard cap on federal funds ($175M benefit to state) 
 

UNDERWAY Step 2: Get out from under court orders 
• Negotiated standstill agreement on Grier consent decree 
• Working to negotiate resolution to other lawsuits, consent decrees 
 

UNDERWAY Step 3: Cut program costs. 
• Pharmacy: Putting PDL in place, will hire pharmacy benefits manager this fall 
• Third Party Liability: Will have contractor in place by October 31, 2003 
• Disease Management: Protocols for diabetes, COPD in place by this fall 
 

UNDERWAY Step 4: Restructure TennCare 
• Restructuring program to be proposed in next legislative session 
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Blueprint for Fiscal Stability

(4) Reorder the state’s priorities, bring focus 
to what we do
– All-hands-on-deck approach to economic development 

• Eight major jobs announcements made in the first quarter alone
• Jobs cabinet bring the full muscle of the state to bear on the issue
• No “one size fits all” approach – regional strategies being developed

– Top priority on education. K-12 spending the core of this year’s 
new spending. Longer-term, K-12/higher education investments 
essential

– Working to get out from under court orders
• Department of Children’s Services
• Mental Retardation
• TennCare
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Blueprint for Fiscal Stability

• These steps show we’re serious about moving 
Tennessee’s economy forward

• Help put us on stable path for long-term viability, growth
• Hopefully the result of these initiatives begin to bear fruit 

and Tennessee’s ratings outlook can be improved



Snapshot of the State’s 
Economic Indicators
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Economic Snapshot

• Despite national economic slowdown, Tennessee 
continues to show signs of a relatively strong economy
– Population growth on the rise, outpacing national and regional 

averages
– Economic growth spread across the state vs. isolated to 

individual areas
– Employment base diversified, balanced
– Unemployment below national and regional averages
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Tennessee’s Population Growth

• For the past ten years, Tennessee’s population growth 
has been on the rise, outpacing national and regional 
averages

• The age distribution of Tennessee’s
population mirrors that of the Nation
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Southeast 10.7 18.2 8.5 13.8

United States 11.4 11.4 9.8 13.2

1970 1980 1990 2000

Age Group Tennessee Southeast
United 
States

18-24 9.8% 10.1% 9.8%

25-34 13.9% 13.5% 13.7%

35-49 22.9% 22.5% 22.9%

50+ 29.0% 27.2% 28.0%

Source: Sales & Marketing Survey of Buying Power

% Population by Age Group
For year ended 2002

Source:  U. S. Census Bureau
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Tennessee’s Employment Growth

• Like most states, Tennessee has experienced a decline 
in non-farm employment, although not to the extent seen 
in other Southeastern states
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Employment Growth by County

• Employment growth between 1998 and 2002 was fairly 
evenly distributed across the state
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Employment by Industry

• Tennessee’s employment base continues to be 
diversified and balanced

Government
15.0%
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23.3%

T& PU
6.3%

FIRE: Finance, Insurance and Real Estate    
T & PU: Transportation and Public Utilities
Trade: Retail and Wholesale Trade
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Employment by Industry

• Decreasing our reliance on 
manufacturing

• Existing manufacturing base not 
adversely impacted by recession 
as great the Nation’s

State of Tennessee

1998 1999 2000 2001 2002
Total, All Industries
     (In thousands) 2,638.3 2,685.3 2,728.9 2,688.3 2,666.2
Sectors in Percentages:
Construction & Mining 4.8% 4.7% 4.8% 4.6% 5.3%
Manufacturing 19.5% 18.4% 18.6% 17.6% 17.1%
Transportation &
     Public Utilities 5.8% 5.0% 6.5% 6.6% 6.3%
Trade (Wholesale
     & Retail) 23.6% 26.9% 24.6% 23.5% 23.3%
Finance, Insurance &
     Real Estate 4.7% 5.2% 4.8% 4.9% 4.8%
Services 26.7% 25.4% 27.2% 27.8% 28.3%
Government 14.9% 14.5% 14.6% 14.9% 15.0%

(Alabama, Arkansas, Florida, Georgia, Kentucky, Louisiana, Mississippi,
Southeast  North Carolina, South Carolina, Tennessee, Virginia, West Virginia)

1998 1999 2000 2001 2002
Total, All Industries
     (In thousands) 30,407.5 31,111.9 31,791.8 31,687.3 31,502.2
Sectors in Percentages:
Construction & Mining 6.03% 6.05% 6.06% 6.12% 6.04%
Manufacturing 14.6% 14.0% 13.6% 12.7% 12.0%
Transportation &
     Public Utilities 4.0% 4.0% 4.0% 4.0% 3.9%
Trade (Wholesale
     & Retail) 16.5% 16.5% 16.4% 16.3% 16.2%

Finance, Insurance &
     Real Estate 5.0% 5.1% 5.0% 5.3% 5.4%
Services 24.9% 25.5% 25.9% 26.1% 26.0%
Government 16.4% 16.2% 16.2% 16.5% 16.9%

United States
1998 1999 2000 2001 2002

Total, All Industries
     (In thousands) 125,865.0 128,916.0 131,720.0 131,922.0 130,791.0
Sectors in Percentages:
Construction & Mining 5.25% 5.39% 5.46% 5.50% 5.44%
Manufacturing 14.9% 14.4% 14.0% 13.4% 12.8%
Transportation &
     Public Utilities 5.3% 5.3% 5.3% 5.4% 5.2%
Trade (Wholesale
     & Retail) 23.1% 23.1% 23.0% 23.0% 22.9%
Finance, Insurance &             
     Real Estate 5.9% 5.9% 5.8% 5.8% 5.9%
Services 29.8% 30.3% 30.7% 31.1% 31.5%
Government 15.7% 15.7% 15.7% 15.9% 16.3%
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Unemployment in Tennessee

• In recent years, the State’s unemployment rate has been  
below the Southeast and the Nation’s.

Source:  U. S. Bureau of Labor Statistics
Tennessee Southeast

United 
States

1998 2.1% 2.8% 2.6%

1999 1.8% 2.3% 2.4%

2000 1.6% 2.2% 2.2%

2001 1.5% -0.3% 0.2%

2002 -0.8% -0.6% -0.8%

Source: U.S. Census Bureau
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Private Sector Employment Base

• More than 108,000 
businesses currently 
operating in TN

• 100+ Fortune 500 
companies with a 
significant presence in TN
– 8 Fortune 500 companies 

headquartered here, 
including a new addition 
announced last week –
Caremark Rx 

• More than 700 companies 
with 500+ employees

Company Number of Employees

Wal-Mart Associates, Inc. 32,000

Federal Express, Inc. 30,000

Kroger Limited Partnership, Inc. 15,500

Vanderbilt University / Hospital 13,700

Eastman Chemical Company 11,100

United Parcel Service 8,600

Saturn Corporation 8,400

Methodist Health Care Memphis 7,900

U. S. Xpress 7,300

Nissan Motor Mfg. Corp. USA 6,300

Sear Roebuck & Company 6,200

Gaylord Entertainment Co. 6,100

Kmart Corporation 5,900

Randstad Staffing Services, USA Inc. 5,900

Bellsouth Telecommunications Inc. 5,800

First Tennessee Bank 5,700

UT-Battelle (Facilities Support Services) 5,500

HCA - The Healthcare Co. 4,998

J. C. Penney & Co. Inc. 4,900

Baptist Memorial Hospital 4,900

Carson Pirie Holdings (Saks) 4,900

Cracker Barrell Old Country Stores 4,700

Amsouth Bancorp 4,600

Covenant Transport Inc. 4,400

K-V-A-T Food Stores 4,400

Source: Comprehensive Annual Financial Report
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Public Sector Employment Base

• Public sector employment 
is spread across the State 
in many different Agencies

Public Entity Number of Employees

State of Tennessee 45,000

Tennessee Board of Regents & UT System 22,886

United States Government (Memphis) 14,860

Memphis City Board of Education 14,402

Department of Energy 13,682

Metro Nashville Davidson County Board of Education 10,500

Metro Nashville Davidson County 9,500

Knox County Public Schools 7,230

Hamilton County Dept. of Education 6,793

Shelby County Government 6,700

Memphis City Government 6,680

Shelby County Board of Education 5,014

Naval Support Activity Memphis 4,500

Internal Revenue Service (Memphis) 3,500

U. S. Postal Service (Memphis) 3,500

City of Knoxville 3,500

Tennessee Valley Authority 3,338

City of Chattanooga 2,627

Memphis Light, Gas & Water 2,615

Knox County 2,500
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Income Growth

• While historically Tennessee has been viewed as a low 
income state, that is changing
– Over the past 20 years, the average per capita income has 

increased so that Tennessee is now in line with the Southeast 
average and only 10% below the National average
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Employment Outlook Strong

• Clear roadmap for long-term economic development 
program 
– Short-Term:

• Jobs Cabinet designed to insure consistent, all-hands-on-deck approach
• Study underway to help redirect recruitment strategy
• Regional economic development strategies in development – designed to 

expand urban development as well as jump-start rural development interests
• Continue to maintain strong incentive options, specifically in the areas of 

infrastructure investment and job training support

– Long-Term:
• Working to better align education resources toward job market demands
• Building on Tennessee’s reputation for having one of the most developed 

business infrastructures (i.e. fiber optic networks and digital switches, wet 
labs to support research initiatives)

• Working to leverage growth areas
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Employment Outlook Strong

• Promising track record from first quarter
– Eight major jobs announcements since January
– 2,400 new jobs created

• Jobs that fit socio-educational needs of individual communities
• Generally speaking, well paying jobs



Laying the Foundation: 
The FY03-04 Budget
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Overview of FY03-04 Budget

• Back to basics budget
– Balanced 
– Responsible

• No short-term fixes – permanent cuts
• Unlike other states, no accounting gimmicks 
• Recurring to recurring

– Passed without the political discord seen over last several years 
in Tennessee
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The Bottom Line

• To get to the right bottom line, we took a conservative 
approach on both the revenue and expense sides of the 
equation

+ REVENUE - EXPENSES

• Conservative approach to 
revenue projections

• Using consensus growth 
rate in revenues

• Across the board cuts to 
get spending in line with 
available revenue

• Fiscal restraint and focus in 
terms of new spending

• Truth in budgeting 
practices (i.e. TennCare, 
health benefit increases)
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The Bottom Line

FY 02-03*                  FY 03-04
Total state appropriations $9.8B $9.8B
Total federal funds $8.3B $8.3B
Other $3.4B $3.4B

Total Budget $21.5B $21.5B

• There is little growth in the State’s budget between FY 
02-03 and FY 03-04

* Includes non-recurring revenue
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FY02-03 General Fund Fiscal Results

($ In Millions) 
Projected Deficit

Shortfall (250.8)$            

Plan for Closing 
2001-2002 Closing Balance 11.3$                
2002-2003 DSRF Transfer 28.0                  
Appropriation Reversion 64.3                  
Federal Contingent Liability 50.0                  
Highway Transfer Fund 30.0                  
     Sub-Total 183.6$             

Rainy Day Fund 67.2                  

Total 250.8$             
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Revenue Trends

• Overview of revenue sources
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Revenue Trends

• While the sales tax remains the state’s major revenue 
source, Tennessee’s tax base remains diversified

FY2003

Taxes, 
Licenses, 

Fines, Fees & 
Permits
43.7%

Bonds
0.6%

Federal Grants
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Other Revenues
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Departmental 
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Revenue Trends

• Tax Collections
– The retail sales and use tax, imposed in 1947, is the State’s 

leading source of revenue
– The current sales tax rate of  7% was made effective June 2002
– Franchise & Excise tax underperforming
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Revenue Trends

• Tennessee’s sales tax rate is high relative to its bordering 
states. Yet at the same time, Tennessee has one of the 
Southeast’s lowest overall per capita tax burdens
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Expenditures

• Unlike many states, Tennessee preserved and in fact 
increased K-12 education spending
– Fully funded Tennessee’s Basic Education Program (BEP), $33M
– Downpayment on teacher pay equity issue, $29M (Governor’s task 

force working on long-range, multi-year plan now)

• New investments in safety/security
– $9.8 M in homeland security/public safety improvements

• Calibrated investments to get state out from under control of 
the courts
– Brian A. settlement, $5.5M
– Mental Retardation – community service, $9.9M
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Expenditure Trends

FY 2003
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Other Key Budget Actions/Issues

• Began addressing needed changes in business tax 
structure
– Streamline Sales Tax passed
– Bank tax loophole closed

• Impact of state share tax cuts to local governments 
calibrated
– Philosophy based on need for pain to be spread evenly

• No one group shouldering more or less of the burden

– Ultimately, the General Assembly approved only a 6% cut in 
state shared revenues

• Fuel tax distribution remains unchanged
• TVA in-lieu-of-tax payments remain intact

– Other protective measures put in place to minimize impact on 
local governments

– Given new investments in education, many cities and counties 
actually have a net gain



Putting the FY03-04 
Budget in Context 
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TN Expenditures in Nat’l Context

• Tennessee’s per capita state governmental expenditures 
continue to be below the national average
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Education

• Tennessee continues to invest in public education 
– K-12 a priority this year although ultimately, higher education 

must also be part of this equation
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Health Care and Social Services

• Investment in health care and related social services 
continues to increase
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Fund Balance

• Like many states, Tennessee’s fund balance has 
declined significantly over the last several years. Aiming 
to rebuild in the coming years

– $193M in federal 
fiscal relief (half 
this FY, half next 
FY) all going to 
rainy day fund

– $197M generated 
from changes in 
TennCare waiver 
prevents further drain 
on rainy day fund 

– Working on long-term
savings plan
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Pension Fund 
Performance
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Consolidated Retirement System

Actuarial Valuation

• Purpose: To determine employer contribution rate

• Performed every two years (July 2003)

• Actuarial Cost Method – Frozen Entry Age

• Asset Valuation Method – five year moving average of fair market 
value

• Economic Assumptions

– Earnings – 7.5%

– Salary – Graded, but approximates 5%

– COLAs – 3.0%

• Actuarial audit was performed in 1999
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Consolidated Retirement System

Actuarial Experience study

• Purpose: To establish economic and demographic 
assumptions

• Performed every four years (July 1, 2005)

• Demographic assumptions – based on actual experience

• Economic assumptions – based on future long-term 
expectations
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Economic Assumptions Estimated Results
Earnings Actuarial loss
Salary Actuarial gain
COLA Actuarial gain

Demographic Assumptions
Turnover Actuarial loss
Mortality Actuarial loss
Retirement Pattern Actuarial gain
Disability Pattern Neutral

Consolidated Retirement System

• Projection of next actuarial valuation results 

As of June 30, 2003
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History of Teacher Contribution Rates

• The employer rate has dropped by over 75% since 1990
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History of State Contribution Rates

• Current contribution rate for state employees remain well 
below historic averages
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TCRS Rate of Return

• For the period ended June 30, 2002, the ten year 
average return exceeds 8%
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Asset Distribution

100.00%$22,407,434,564Total Fund

4.84%$1,084,865,982Cash Reserves

1.65%$370,559,078Real Estate

6.39%$1,431,290,219Inflation Hedged 
Bond

3.24%$726,690,902Int’l Fixed-Income

8.48%$1,900,017,453International Equity

49.71%$11,137,858,241Domestic Fixed-
Income

25.69%$5,756,152,689Domestic Equity

PercentMarket Value

March 31, 2003

• Distribution across investment allocation:
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TCRS Performance

• TCRS has exceeded the 
median public plan return 
for the last year, the last 
three years and the last 
five years and was 
approximately equaled to 
the median for the past 
14½ years
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TCRS Performance

• The conservative asset 
allocation for the plan 
provided superior risk 
adjusted returns 
compared to the average 
public plans
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TCRS Performance
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TCRS Performance

• State and teacher 
assets represent 87% 
of total plan assets
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TCRS Performance

• TCRS has demonstrated 
consistent progress in its 
funded status



Tennessee’s Debt 
Profile
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Existing Debt Structure

• Tennessee has an aggressive debt retirement rate—
retiring 70% of its principal in ten years.
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Debt Per Capita

• Tennessee’s debt per capita is extremely low relative to 
state medians
– The 45th lowest among all states
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Debt Per Capita vs. Per Capita Income

• Tennessee’s debt per capita as a percentage of per 
capita income is very low relative to state medians
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Debt Service as Percent of Expenditures

• Tennessee’s debt service as a percentage of total 
expenditures is in the low end range
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Looking Ahead
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Issues on the Horizon

• Resolution of teacher pay equity
– Lawsuit requires us to resolve inequities in teacher pay between

rural and urban school districts
– Avoided further fiscal stress by reaching cooperative agreement 

with all parties to proceed with a multi-year plan
• Initial down payment included in this year’s budget
• Task force working on out years

• Reserves/fund balance
– We recognize this is one of our real vulnerabilities although 

Tennessee’s situation is not as dire as many other states
– Working to slowly rebuild reserves/fund balance

• All one-time federal relief being put toward recouping rainy day fund
• Cabinet under mandate to come in under this year’s budget
• Working on long-term savings plan that would ultimately get our reserves 

closer to 5%
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Issues on the Horizon

• Lottery
– Scholarship and implementation guidelines passed by General 

Assembly this session
• Conservative approach
• Built-in safety mechanism for review/adjustment to fit actual revenues

(funding board process)
• Emphasis on strong ethical standards to prevent abuse
• Built around national “best practices”

– Tickets will go on sale next year
– Expected to generate $185-$230M net revenue annually
– Will fund college scholarships for public or private institutions 

(including community colleges and vocational training 
institutions)

– Provides for small pilot program to assist with funding K-12 
infrastructure projects
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Conclusion

• Tennessee has a compelling story to tell
– Continue to show signs of a strong, diversified economy 
– On most of the key economic indicators, we are at or above 

regional and national averages
– Administration charting new fiscal course for the state with high 

standard for fiscal responsibility/discipline
• FY 03-04 budget lays the foundation for disciplined spending plan moving 

forward
• Economic development on steady, advancing course
• Financial obstacles (i.e. TennCare) being dealt with head-on

• These changes put Tennessee on stronger fiscal footing 
and, we believe, Tennessee’s rating outlook can be 
improved


